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KEY ECONOMIC INDICATORS 
(AIT values in US$ million) 


INCOME , PRODUCTION, EMPLOYMENT 


GNP at Current Prices 

GNP at Constant Prices 

Per Capita GNP, Current Prices 

Index of Industrial Production 
(Base Year 1968=100) 

Labor Force (million) 

Average Unemployment Rate 


MONEY AND PRICES 


Money Supply 

Interest Rates (Commercial 
Prime Rate) 

Consumer Price Index for 

Peninsular Malaysia 

(Base Year 1967 = 100) 


BALANCE OF PAYMENTS AND TRADE 


Gold and Foreign Exchange 
Reserves 

External Public Debt 

Annual Debt Services 

Balance of Payments 

Balance of Trade 

Gross Exports (FOB) 

Exports to U.S. 

Gross Imports (CIF) 

Imports from U.S. 

U.S. Share of Imports in % 


SOURCE: 


Exchange Rate: US$1.00 =M$2.3 


1978 


15,196.1 
9,391.7 
1,169.1 


230.3 
4.8 
6.2 


3,149.1 
7.5 


162.4 


3,086.9 


1,677.9 
484.8 
873.0 

1,480.0 

7,432.2 

1,383.9 

5,952.2 
827.4 

13.9 


1979 


18,623.5 
10, 225.2 
1,410.9 


250.4 
Dee 
5.6 


3,689.6 
7.5 


168.3 


3,817.4 


1,974.2 
544.8 
1,970.9 
3,068.7 
10,530.0 
1,818.7 
7,461.3 
1,115.2 
15.0 


Ministry of Finance, Economic Report, 1980/81 
Bank Negara Annual Report, 1980 


1980 


ESTIMATES 


21,579.6 
11,063.7 
1,586.5 
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7. 
Dé 
De 


4,242.1 
8.5 


1739.5 


1979-80 


% CHANGE 


45.9 
8.2 
i253 





SUMMARY 


In 1980, Malaysia continued its strong economic performance of 

recent years. The key economic indicators were impressive for a 
country at any stage of development. Latest Malaysian Government 
statistics show real growth in 1980 of 8 percent, down slightly 

from 8.5 percent in 1979. The inflation rate and balance of payments 
deteriorated somewhat from outstanding performances in 1979. 

Still, an inflation rate of 6.7 percent and a trade surplus of 

over $2 billion are enviable by international comparison. Foreign 
and domestic investment continues apace. An ambitious Fourth 
Malaysia Plan (1981-85), announced in March 1981, reaffirms the Govern- 
ment's commitment to national development. The economic outlook 

for Malaysia remains bright and the rush toward development will 
likely continue unabated. Substantial opportunities exist for 
expanding U.S. trade and investment. 


PROGRESS CONTINUES IN 1980 


Malaysian economic planners anticipated the downturn in the world 
economy and adopted an expansionary budget for 1980 that more than 
compensated for softening demand in foreign markets. Government 
spending increased by 46 percent over 1979 to $7.5 billion. This 
maintained the aggregate level of consumption and investment, 
although the pattern of domestic investment depended increasingly on 
public rather than private investment decisions. Non-petroleum 
investment in the private sector grew by 17.4 percent. The Bank 
Negara (Central Bank) complemented this effort with a liberal 
expansion of the money supply and adherence to a prime interest 
rate of 7.5 percent during most of the year. The economy grew in 
real terms by an impressive 8 percent and the unemployment rate 
declined to 5.3 percent. 


Malaysia again recorded a positive trade balance in 1980, due to sizable 
increases in the export value of manufactured goods (24 vercent over 
1979) and petroleum (up 69 percent). Manufactured goods, primarily 
electronic items from the Free Trade Zones, were the leading export 
with a value of $2.6 billion, or 24 percent of total net exports, 
Malaysia, both exports and imports petroleum; for clarity, net 

figures in this narrative subtract petroleum imports from exports. The 
1980 net petroleum exports totaled $2.2 billion and were Malaysia's 
second largest export, followed by rubber, sawn logs and timber, 

palm oil, and tin. Foreign reserve holdings at the end of 1980 

totaled $4.2 billion, twice the external public debt. On the import 
side, capital equipment (machinery, metal products, and transport 
equipment) made up a third of total net imports with a value of 

$3.1 billion, followed by intermediate goods for manufacturing 

($2.8 billion or 30 percent of the total), and consumption goods 

(20 percent). 





COMMODITY PRICES: A WEAK LINK 


Despite increased diversification of exports, Malaysia's continued 
dependence on commodity exports makes it vulnerable to world market 
price fluctuations. In 1980, commodity prices were a weak link 

in the domestic economy. Although prospects for the rubber industry 
were enhanced by the signing of the International Natural Rubber 
Agreement, prices for tin, palm oil and cocoa were slack. 
Malaysia's overall terms of trade deteriorated by about 4 percent 
during 1980. In December 1980, the Ministry of Finance announced 

a cut in the export duty on primary commodities, which reduced 

the tin duty by 32 percent at current prices, the rubber duty 

by 4 percent, and the palm oil duty negligibly. These reductions 
were intended to compensate local producers to some extent for 
declines in world commodity prices. 


Malaysia is an active participant in international price stabilization 
agreements for rubber and tin. The International Natural Rubber 
Organization, currently setting up shop in Kuala Lumpur, should 
contribute to long-term price stability for rubber and encourage 
increased cultivation of rubber trees. Negotiations for a Sixth 
International Tin Agreement (ITA) were concluded in June 1981. 
Countries participating in the negotiations will now have to determine 
whether to sign and ratify the treaty prior to June 1982, when the 
current agreement expires. For the first time since 1977, the 

world price of tin fell during late 1980 within the bounds of the 

ITA. This decline caused some Malaysian production to become 
unprofitable and resulted in the closing of about 70 mines. 


AGRICULTURAL PRODUCTION 


Favorable weather conditions in 1980 resulted in increased production 
of palm oil and rice. However, rubber output declined by 2.5 

percent mainly due to the lingering effects of the high rate of 
conversion of rubber land to oil palm during the early 1970's. 

Output of palm oil reached 2.57 million tons in 1980 compared to 

2.19 million tons in 1979. The value of total production of the 
agricultural, forestry and fisheries sector in 1980 rose by 

2.5 percent above the 1979 level. 


GROWING PAINS: INFLATION AND LABOR SHORTAGES 


Despite Malaysia's impressive performance and prospects, several 
difficulties manifested themselves during 1980. Inflation 

and government anti-inflationary efforts were prime topics for 

the economic year. The official increase in the consumer price index 
moved from a rather unrealistic 3.6 percent in 1979 to a more 
realistic but probably understated 6.7 percent in 1980. For 

certain sectors, notably the urban areas, inflation has become 

a serious problem. Factories are encountering large increases 

in public utility rates and wage demands. Consumers face a market 
characterized by shortages for products with controlled prices 
(including various food items) and steep price hikes for uncontrolled 
products. 


The economy also faces a growing problem of labor shortage as it 
demands more managerial, skilled, and semi-skilled workers. 
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The agricultural sector, which provides the primary source of 
employment, is encountering a shortage of trained workers who are 
lured to city lights and factory positions. Although the 
manufacturing sector has absorbed these migrants, expanding 

in 1980 by 12.1 percent (4.1 percent higher than the overall growth 
rate), large rural-to-urban migration increasingly concerns 
government planners. 


OUTLOOK FOR 1981 


With a stable government dedicated to national development, a 

broad export base, and a strong recent history in combating 
inflation and unemployment, Malaysia's future development prospects 
remain bright. Malaysia should remain one of the most attractive 
countries in Southeast Asia for trade and investment. Nonetheless, 
the Malaysian economy is highly dependent upon the OECD economies, 
which purchase over half its exports. If these economies regain 
their momentum, Malaysia will find more than ample opportunity 

to sell its commodities and the output of its growing manufacturing 
sector at favorable prices. If the OECD nations continue to 
experience stagnation, however, Malaysian exporters will feel the 
crunch. 


Domestic petroleum production and exports should continue to shield 
Malaysia from recurring energy crises and keep the Malaysian 
ringgit strong. Officials of the national petroleum company 
(PETRONAS) predict that at current production rates, Malaysia will 
become a net importer of petroleum by 1988. LNG exports to Japan 
from the Bintulu project, scheduled to begin in 1983, should 

help offset this decline in export earnings. 


Although investment by the private sector continues to be strong, 

the Government has adopted an expansionary budget for 1981 designed 

to meet development goals and to offset any recessionary influence 
from external forces. The budget calls for an expenditure of 

$10.6 billion. While this represents a planned increase of 9.6 
percent over the 1980 budget, the amount actually spent is normally 
less than that budgeted. Malaysian Government estimates of 
expenditures for 1981 are 30 percent over estimated actual 

expenditure in 1980. Consequently, the public sector in 

1981 should have a marked expansionary effect on the Malaysian economy. 


Malaysia's current account in the balance of payments turned slightly 
negative in 1980 after 4 successive years of surplus. The 

Ministry of Finance is forecasting that the current account entry 

in 1981 will record a deficit of $179 million. The overall 

balance of payments will again be in surplus, however, due to 
substantial capital inflows. 


Assuming normal weather patterns, the total output value of the 
agriculture, forestry, and fisheries sector should increase by 3 percent 
in 1981. Rubber output will probably remain stagnant in 1981, 

while production of palm oil is predicted at 2.7 million tons. 

Higher rice output is also anticipated due to the increased yield 

from double-cropped areas and the wider usage of subsidized fertilizers. 
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THE FOURTH MALAYSIA PLAN: BUILDING ON PAST SUCCESS 


In March 1981, the Prime Minister presented to Parliament the 
Government's Fourth Malaysia Plan (1981-1985). The Plan is 
essentially a continuation of the policies of previous Plans. 
Government spending in the economic sector is forecast to decrease 
during the 5-year period and increased private capital 

expenditure is planned to provide the necessary stimulus for 
economic growth. The Government appears to be modifying the 
conservative-minded National Petroleum Depletion Policy in favor 
of increased exports of crude oil, although the need for oil 
revenues to achieve planned growth rates will continue 

to be balanced against long-term energy requirements. The 

Prime Minister also emphasized the political importance of meeting 
the objectives of the New Economic Policy (1970-1990) as the 
Government enters the second decade of promoting bumiputra 

equity ownership in the private sector. 


Most specific projects outlined are a continuation of projects 
either initiated or planned during the Third Malaysia Plan. 
Expenditures by category are as follows: 


FOURTH PLAN 
ALLOCATION THIRD PLAN 


(USSMILLION) (USSMILLION) 
Economic 9,897.6 (57.9%) 9,348.5 (67.0%) 


Social 2,777.5 (16.2%) 2,417.8 (17.43%) 
Security 4,074.6 (23.83%) 1,645.2 (11.83) 


General Administration 35051 53455 ( 3°83) 


Total Federal 
Allocation 17,099.8 13,946.0 (100.03) 


Economic spending will be directed to agricultural development; 
assistance to industrial firms with concentration on heavy industry 
and resource-based manufacturing efforts; commercial development 

to promote the nation's business sector and the participation of 
bumiputras in private enterprise; mining and petroleum 

development; transportation and communication; and exploration and 
exploitation of alternative energy sources such as hydroelectric and 
natural gas power-generating stations. 
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Spending in the social sector is directed toward improving the 
primary and secondary schools and rapid development of the 
vocational school program. The Plan also provides for 
improvement of health care, especially in the rural communities, 
and construction of more low-cost housing. 


Security expenditures as shown in recent years will increase in 
both relative and absolute amounts as the Government realigns 

its defense posture from primarily counterinsurgency operations to 
more conventional defense tactics in order to counter what is per- 
ceived as a direct and immediate threat from abroad. 


THE INDUSTRIAL COORDINATION ACT: FEARS UNFOUNDED 


In 1971, the Malaysian Government adopted the New Economic Policy, 

a program designed to expand equity and employment opportunities 
among the economically disadvantaged Malays within the context of 
general economic growth. As part of this policy, the Industrial 
Coordination Act (ICA) was passed in 1975, establishing a system 

for licensing larger firms. At the time, it was feared that 

private investment would decline, especially among ethnic 

Chinese Malaysians. Investment did in fact decline during the 

first few years after the ICA was adopted, but investment rates have 
since recovered and even exceeded planning targets. This performance 
reflects the strength of the economy and the substantial 

investment opportunities which exist. In general, the Government 

is aware of the possible impact of its policies upon the private 
sector, and seeks to obviate negative effects. 


FOREIGN INVESTMENT PATTERNS 


Direct foreign investment in Malaysia comes from a broad base of 
countries, including Japan, Singapore, the United States, the 
United Kingdom, and Hong Kong. Despite increased domestic 
participation in the corporate sector, foreign investors still 
control about one-half of corporate investment. U.S. investment 
in Malaysia at the end of 1980 is estimated at about $l billion, 
concentrated in petroleum production and distribution, 
manufacturing (primarily electronic components), and banking, as 
well as in a wide variety of other businesses including trading, 
insurance, and mining. 


Malaysian Government guidelines generally require formation of 

joint ventures, with the foreign investor limited to a 

minority equity interest. However, under certain circumstances a 
foreign company engaged entirely in manufacturing goods for export 
from Malaysia can receive approval for 100 percent foreign ownership. 
In all cases involving new foreign investment, the Malaysian 
Government is prepared to provide attractive incentives for 

foreign investors contributing to national development in line with 
the New Economic Policy. OPIC insurance for inconvertibility, 
expropriation, and war is available to qualified U.S. investors. 





PROSPECTS BRIGHT FOR U.S EXPORTS 


Malaysian Government trade statistics for 1980 show imports 

from the United States valued at approximately $1.55 billion c.i.f. 
This represents a 15.2 percent share of the Malaysian import 
market, second to Japan's 23 percent share. 


The Fourth Malaysia Plan (FMP) will continue substantial government 
outlays for infrastructure and other major projects, emphasizing 
transport (total FMP allocation for this sector is $1.79 billion), 
energy and power ($940 million), and telecommunications ($608 
million). This will create a number of significant opportunities 
for exports of U.S. goods and services, such as architectural 

and engineering services. Other sectors likely to provide export 
opportunities during the FMP include defense (with increased 
expenditures for new bases, facilities, and equipment); and 
industrial projects such as petroleum refineries, petrochemical, 
cement, pulp and paper, and iron and steel plants. 


The Association of South East Asian Nations (ASEAN) and the 
prospect of a common market of almost 250 million people have lured 
many U.S. manufacturers to the region in general and Malaysia 

in particular as a site to base their sales effort. While ASEAN 
may eventually become a tariff community like the European Economic 
Community, this development cannot be reasonably anticipated within 
the foreseeable future. A regional marketing concept must, 
therefore, deal with substantial tariff barriers to gain access 

to other ASEAN member nations. 


SPECIAL EXPORT INFORMATION 


U.S. exporters to the Malaysian market find that, in the absence 
of their own office in Malaysia, the best guarantee to success 

is a reputable and aggressive local agent. Ideally, the agent 
should have considerable background in the product line and be 
able to provide reliable after-sales service. American firms 
should be careful to avoid giving the impression that they regard 
the Malaysian customer as a one-time sales prospect. The Embassy 
and the U.S. Department of Commerce are prepared to assist U.S. 
firms in finding such suitable agents. 


ACTIVE SCHEDULE OF U.S. TRADE PROMOTION EVENTS 


Reflecting attractive export marketing opportunities in Malaysia 
and the ASEAN region, and growing U.S. exporter interest, the 
U.S. Department of Commerce and American Embassies and Consulates 
plan a wide program of trade promotion events to assist U.S. 
companies in their overseas marketing efforts. Current on the 
trade promotion schedule for Kuala Lumpur are the Pumps, Valves 
and Compressors Catalog Show for January and the Packaging Video 
Catalog Show for April. The Department of Commerce also intends 
to mount seminar or trade missions for Security and Safety 
Equipment (February); and Architects and Consulting Engineers 
(March). Scheduling for these events has not yet been 
completed. Each of these missions and shows will visit other 
countries in the region besides Malaysia, providing multi-market 





opportunities 
interested in 
ASEAN markets 
in Washington 
for further i 


As noted abov 
the Fourth Ma 
sales opportu 
U.S. supplier 


As 


lz. 
A3s 


More details 
from the foll 


1. 


for participating American firms. U.S. firms 
exposure to or expansion in the Malaysian and 

should contact the U.S. Department of Commerce 

or their nearest Commerce Department District Office 
nformation. 


e, major projects scheduled for implementation during 
laysia Plan will offer U.S. exporters attractive 
nities. Specific projects of possible interest to 

s include the following: 


Oil Refinery in Trengganu (30,000 barrels per day) 


Oil Refinery in Malacca (150,000 barrels per day) 


Port Kelang Thermal Power Station 
Penang Bridge Project 

New Port on Pulau Lumut, Selangor 
National Electricity Board's Paka Combined Cycle Project 
Sponge Iron Projects, Labuan, Sabah 
Cement Projects 

Pulp & Paper Project, Sabah 
Mini-Hydro Projects 

Kota Bharu Airport Expansion 
Hydroelectric Projects in Sarawak 
Penang Port Expansion - Phase III 


about these and other major projects may be obtained 
owing Embassy reports on major projects in Malaysia. 


Petronas Plans for Refinery Construction 
(80 Kuala Lumpur 7190) 


Major Downstream Projects in the Malaysian 
Petroleum Sector (A-78, 9/18/79) 


Electric Power Projects in the Fourth Malaysia 
Plan (81 Kuala Lumpur 2668) 
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New Port on Pulau Lumut, Selangor (80 Kuala 
Lumpur 3937) 


Sponge Iron in Sabah (80 Kuala Lumpur 4886) 


Cement Mills (80 Kuala Lumpur 8045) 


Integrated Pulp & Paper Project in Sabah (80 Kuala 
Lumpur 5652) 


Mini-Hydro Projects in Malaysia (80 Kuala Lumpur 7176) 
Kota Bharu Airport Expansion (80 Kuala Lumpur 7777) 


Sarawak Hydroelectric Development (80 Kuala Lumpur 6487) 





You might be, if you don’t have current, up-to-date in- 

ARE formation on the countries to which you are marketing. 
Overseas Business Reports and Foreign Economic 

YOU Trends and their Implications for the United States 
offer country-by-country reports with the information 


ate 
BLINDFOLDED? (722sntizes on 


trade and investment conditions and opportunities. 
They'll bring you the latest marketing information on 
countries offering good potential as sales outlets for 
U.S. goods. You'll find information on: 


@ trade patterns @ transportation 

@ industry trends @ trade regulations 

@ distribution channels © market prospects for 

@ natural resources selected U.S. products 

@ population ® finances and the 
economy 


The OBR World Trade Outlook Series gives you a 
twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 


Implications for the United States 
focus closely on current economic developments and 
trends in 130 countries. This series is essential for 
analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 


@ is prepared on the scene by U.S. Foreign Service 
and Foreign Commercial Service experts 

@ pinpoints the economic and financial conditions of 
the country, and how they could affect US. 
overseas business 

@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 


ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 
Credit Card Orders Only 


Total charges $______ Fill in the boxes below. 


Enclosed is $__._____ 0) check, 
O money order, or charge to my 
Deposit Account No. Credit 


fTTTTiTen cadNo. LLL TTT ITITITITITITIT ti) 
gtd Expiration Date 
Order No. Month/Year LITT) 


Enter my subscription to: [] Overseas Business Reports at $40 per year ($50 overseas) 
(0 Foreign Economic Trends at $50 ($62.50 overseas) 


Company Name 

Individual’s Name—First. Last 
Street address 

City 


(or Country) 


PLEASE PRINT OR TYPE 








